
 

 

MEMORANDUM  
To:  Kasey Dunlavy, Sandy City Economic Development Director 

From: Jason Burningham, Lewis Young Robertson & Burningham, Inc. 

Date: August 23, 2022 

Re: Response to Zions Public Finance, Inc RedSky HTRZ Analysis 

 

The Sandy City Redevelopment Agency (the “Agency”) has requested that Lewis Young Robertson & 

Burningham, Inc. (“LYRB”) respond to the Zions Public Finance, Inc (“ZPFI”) analysis regarding the RedSky 

HTRZ development application (the “Application”), which is proposed to be located within the Agency 

boundaries. LYRB, acting as financial advisor and consultant to the Agency, has been asked to draft a 

summary memorandum to address the questions posed by ZPFI.  

 

RedSky HTRZ Proposal and Gap Analysis (Application) 
On July 1, 2022, the Agency submitted the RedSky HTRZ Proposal and Gap Analysis (the “HTRZ Proposal 

and Gap Analysis”, which in essence is the application for the creation of a Housing and Transit 

Reinvestment Zone) to the Governor’s Office of Economic Opportunity. The HTRZ Proposal and Gap 

Analysis will be considered by a HTRZ Committee in an effort to determine the appropriate utilization of 

the HTRZ and the magnitude of participation deemed necessary for tax increment financing. The RedSky 

project development (the “Project”) is a mixed-use development containing 164 residential units within 

1/3 mile of the South Jordan FrontRunner station.  

 

As part of the vetting process, ZPFI was hired to act as the third-party reviewer for HTRZ applications 

submitted to the HTRZ committee. ZPFI returned with a determination that the Project could be financed 

without significant contribution of the HTRZ tax increment financing. The following three observations 

were the primary reasons that ZPFI determined the developer’s pro forma model could support the 

project financing at a significantly reduced level of HTRZ participation in comparison to the HTRZ 

Proposal and Gap Analysis.  

 

1. Construction costs shown in Table 4 of the HTRZ Proposal and Gap Analysis sum to nearly 

$3.3 million less than shown in the Table; 

2. Rental vacancy rates used in the HTRZ Proposal and Gap Analysis were too high and not 

reflective of current vacancy rates in the residential marketplace; and 

3. CAP rate used in the HTRZ Proposal and Gap Analysis is somewhat high given current market 

conditions. 

 



 

 

 

Construction Cost Differences in Table 4 
The aggregated construction amounts that sum to $49.1 million, as provided are accurate. The table 

inadvertently excluded the construction contingency amount of $3,279,139.80, which when included, 

provides accurate construction costs of $49.1 million. The HTRZ Proposal and Gap Analysis conducted 

by LYRB accounted for a construction cost of $49.1 million, which was not affected by the omission of 

the construction contingency in Table 4 of the application. Thus, for the purposes of addressing the “gap” 

and evaluating the appropriateness of a reasonable internal rate of return (IRR), the construction cost 

estimate of $49.1 million was accurate and valid. 

 

Moreover, continued supply chain difficulties and material price increases have contributed to even higher 

construction costs since the last estimate was provided by the developer. The Agency believes that in 

order to proceed with the Project and gain the desired benefits, public participation is required to help 

offset increased construction costs. Exhibit A contains updated hard construction site cost estimates 

from the developer’s construction contractor, which indicates that an increase of $3,968,3541 has 

occurred since receiving the original cost estimates, as detailed in Exhibit B – Total Construction Cost. 

The increased cost of steel and framing materials has impacted the Project significantly, with steel 

representing 18.6% of the total cost estimate and framing material representing 19.35% of the total cost 

estimate. Exhibit C – Total Construction Cost details the original cost estimate and can be compared to 

Exhibit B to understand the cost differential. The total project cost increase is estimated to be closer to 

be $4,191,9822, once administration fees, architectural fees, and other soft costs are considered.  

 

Lastly, increasing interest rates combined with increasing costs strain the ability of the developer to 

achieve the desired density of the Project. Public participation via tax increment financing in the amount 

of $4.68 million would greatly increase the feasibility of achieving the desired density and associated 

benefits like increased housing supply in Sandy City and reduced road traffic. Exhibit D details a recent 

rate letter the developer received for a similar project in Provo, Utah, that in effect, lays out an 8.7% 

interest rate. For purposes of the HTRZ Proposal and Gap Analysis, LYRB is still showing the long-term 

financing using an interest rate of 4.75%, which is extremely conservative given current market conditions. 

 

Rental Vacancy Rates 
In speaking with the developer and other multifamily residential owners and operators, the issue of 

vacancy rate has been significantly debated. Underwriting metrics used by most, if not all, lending 

institutions in the multifamily residential market has moved vacancy forecasts higher than what is currently 

being seen in the market. Due to general increases in interest rates, the underwriting perspective of 

lending institutions has become much more conservative and are now using higher vacancy metrics to 

underwrite loans in anticipation of rising interest rates. Rising interest rates will have an impact on 

residential tenant’s ability to afford and maintain leases at current levels. Thus, we maintain that a 6.00% 

to 8.50% vacancy rate (including credit loss) is not uncommon or too pessimistic in the current interest 

 
1 The construction cost difference is calculated by subtracting the Exhibit C Total Construction Costs from the 

Exhibit B Total Construction Costs. 
2 Cost Estimate differential is calculated by subtracting Exhibit C Total Costs from Exhibit B Total Costs. Certain 

line items such as Architectural Fees are influenced by the Total Construction Cost amount. 



 

 

rate environment. Exhibit E contains an appraisal document regarding a similar development the 

developer is working on that estimates a 6.0% vacancy rate. Exhibit F details the IRR if no HTRZ funds 

are approved with the previously used cap rate of 4.50%, 6.0% vacancy rate, and $3.9 million of increased 

hard construction costs, results in an IRR of 9.48%, which is not sufficient for the developer to finish the 

Project, thus refuting ZPFI’s assertion that a lower vacancy rate should be used in the pro forma and thus, 

would support a lower threshold of HTRZ tax increment financing. The cap rate is another important 

metric to analyze and address when trying to understand the “gap” criteria for the Project. 

 

Cap Rate 
Due to current economic conditions and market trends, cap rates are rising across the board as interest 

rates rise. Due to the increased cost of borrowing, returns also must reflect higher expectations in order 

to maintain the same level of profitability and return. Additionally, future economic uncertainty such as 

inflation affect the cap rate, and as inflation rates continue to rise, it also forces an increase in cap rates. 

Exhibit E demonstrates that professional appraisal estimates substantiate a 4.50% cap rate on a similar 

development to the Project, of which the developer is also constructing.  

 

The ZPFI analysis suggested that a 4.00% or 4.20% cap rate was adequate when considering the current 

HTRZ Proposal and Gap Analysis. In discussions with several lending institutions, LYRB found that none 

of the underwriting standards currently being used for these types of loans were evaluated at anything 

below 4.50% cap rates. As cap rates increase so do the perceived risks of the Project, which reduces the 

overall IRR to the developer. The reality is that the developer is subject to the lender’s criteria and 

underwriting metrics used to underwrite the loan. In the case of the Project, the cap rate currently being 

contemplated is 4.50% but could easily be increased as interest rates rise, and overall economic risks are 

anticipated. The HTRZ Proposal and Gap Analysis thoughtfully contemplate the underwriting standards 

being applied to the general marketplace, as well as the specific application to the Project. These findings 

further demonstrate the critical need for the full $4.68 million in public participation via tax increment 

and counter the ZPFI assertion that a lower cap rate lower than the 4.50% provided in the HTRZ Proposal 

and Gap Analysis should be sufficient. 

 

Conclusions & Findings Related to the RedSky HTRZ Application 
Based on our comprehensive review of the current market conditions for multifamily housing projects 

and our in-depth discussions with the developer, underwriters and lending institutions, the Project is in 

need of maximum HTRZ tax increment participation. ZPFI has raised questions and concerns, which we 

believe are addressed sufficiently in the underwriting standards being applied to this type of project 

development. Using the appropriate assumptions based on the current marketplace measurements 

(vacancy rates and cap rates), understanding the sensitivity to increasing construction and material costs 

and interest rates; and recognizing the limitations on rental revenues achievable in the market, LYRB re-

affirms that without the maximum HTRZ tax increment participation this project is not currently 

financially viable.  

 

The HTRZ Proposal and Gap Analysis conducted by LYRB correctly uses these assumptions to assess 

public participation and validation of the needed $4.68 million of tax increment. The ZPFI assertions that 

a lower vacancy rate and cap rate are not substantiated through additional research and analysis by LYRB. 



 

 

Even if the 8.50% vacancy rate in the HTRZ Proposal and Gap Analysis is unsubstantiated, a lower vacancy 

rate of 6% still negatively impacts the IRR to an unsuitable level. Without the HTRZ and related tax 

increment collected at 80% public participation for 25 years it will nearly be impossible to finance the 

project as currently contemplated due to a low IRR, and the substantial housing and environmental benefits 

would be lost. 



 

 

Exhibit A 

Updated Construction Costs Part 1 
 

 



 

 

 

Exhibit A 

Updated Construction Costs Part 2 



 

 

Exhibit B 

New Construction Cost Estimate Without HTRZ Support 

 

LAND  5,059,349.00$                   

CONSTRUCTION COSTS

Construction (Incl Amenities) -$              30,309,752.00$             

Structured Parking -$              6,450,000.00$               

HTRZ FUNDS 

Amenities Included -$                             

FFE included -$                             

TOTAL CONSTRUCTION COSTS 36,759,752.00$                 

CONSTRUCTION CONTINGENCY 10% 3,675,975.20$                   

SOFT COSTS

Architectural/Engineering Fees 1.0% 367,597.52$                  

Structural 0.20% 73,519.50$                   

Mechanical 0.20% 73,519.50$                   

Electrical 0.15% 55,139.63$                   

Civil 0.10% 36,759.75$                   

Soils/Environmental/Survey's 2.5% 25,000.00$                   

Borrower Legal 75,000.00$                   

Taxes 1% 50,593.49$                   

Insurance 25,000.00$                   

Title & Recording 20,000.00$                   

Impact Fees 4,000              656,000.00$                  

Building Permits 0.35% 128,659.13$                  

Plan Check 0.25% 91,899.38$                   

Subpermits and Surcharge 2,140.00$                     

Appraisal/Market Study 10,000.00$                   

Marketing/Website 20,000.00$                   

Working Capital 6.00 918,000.00$                  

Administrative 300,000.00$                  

Developer Fee 5.0% 2,073,627.45$               

Oringination 1.0% 334,076.97$                  

Construction Interest 4.75% 2,418,000.00$               

TOTAL SOFT COSTS 7,754,532.33$                   

TOTAL COSTS 53,249,608.53$                 

Costs



 

 

Exhibit C 

Original Cost Estimate without HTRZ Support  

 



 

 

Exhibit D 

Rate Letter 



 

 

Exhibit E 

Vacancy and Cap Rate Estimates 

 



 

 

Exhibit F 

IRR With New Costs & Without HTRZ Support 

 

 
 

Base Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10

Residential GSR -$             3,329,304$     3,429,183$     3,532,059$     3,638,020$     3,747,161$     3,859,576$     3,975,363$     4,094,624$     4,217,463$       

Residential Vacancy -               (2,164,048)      (291,481)        (211,924)        (218,281)        (224,830)        (231,575)        (238,522)        (245,677)        (253,048)           

% 65.00% 8.50% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00%

Commercial GSR -               56,000           57,680           59,410           61,193           63,028           64,919           66,867           68,873           70,939              

Commercial Vacancy -               (36,400)          (3,461)            (3,565)            (3,672)            (3,782)            (3,895)            (4,012)            (4,132)            (4,256)              

% 65.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00% 6.00%

EGI -$             1,184,857$     3,191,922$     3,375,981$     3,477,260$     3,581,578$     3,689,026$     3,799,696$     3,913,687$     4,031,098$       

Expenses -               (487,769)        (1,025,000)      (1,055,750)      (1,087,423)      (1,120,045)      (1,153,647)      (1,188,256)      (1,223,904)      (1,260,621)        

NOI -$             697,088$        2,166,922$     2,320,231$     2,389,838$     2,461,533$     2,535,379$     2,611,440$     2,689,784$     2,770,477$       

Capex Reserve -               (10,456)          (10,770)          (11,093)          (11,426)          (11,768)          (12,121)          (12,485)          (12,860)          (13,245)            

Net Rent -$             686,631$        2,156,152$     2,220,836$     2,287,461$     2,356,085$     2,426,768$     2,499,571$     2,574,558$     2,651,795$       

Debt Service -               -                 (1,765,917)      (1,765,917)      (1,765,917)      (1,765,917)      (1,765,917)      (1,765,917)      (1,765,917)      (1,765,917)        

Net Cash From Sale -$             -$               -$               -$               22,541,966$     

Before Tax Return (12,392,402.00)$     -$             686,631.00$   390,234.72$   454,918.72$   521,543.72$   590,167.72$   660,850.72$   733,653.72$   808,640.72$   23,427,843.94$ 

IRR 9.484% 5.541% 3.149% 3.671% 4.209% 4.762% 5.333% 5.920% 6.525%

Stabilized DSCR 1.23

Cash Flow Analysis - 10 Year


